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February

The Preparation of Audit Reports
BY

way of introduction to a discussion
of certain features of the technique
of audit reports, it is submitted that the
subject is of vital interest to the accountants, individually, as well as to the firm, as
the failure to prepare reports which are
pleasing to our clients may detract from or
even nullify otherwise excellent work. It
is probably safe to assert that in a large
majority of cases a client's impression of
the quality of a professional auditor's work
is derived from the auditor's report.

It is not the present purpose to discuss
methods of auditing or the preparation of
statements to be included in an audit report, nor will attention be given to such
important phases of the subject as grammar, diction, etc.
There are undoubtedly instances where
a client would be perfectly satisfied with
our representative's oral statement that no
evidences of irregularities or serious errors
had been disclosed by an audit, but even in
such cases it is usually advisable to render
a formal report to that effect.
As distinguished from the comparatively
few cases where a simple report in the form
of a letter will suffice, there are the large
majority of audits where the clients desire
to be informed as to their financial condition and, to some extent, as to the details
of the operations of their business.
Although there are cases where our
clients' instructions cover the point, it usually devolves upon us to decide for ourselves
of what our reports shall consist. In this
connection, much responsibility rests with
the accountant in charge of the work. Although accountants are expected to famil-

iarize themselves with our methods by the
study of sample reports, it is thought that
the following suggestions may be helpful.
The accountant should endeavor to anticipate the desires of the client and furnish all data which in his opinion the client
will require or appreciate; on the other
hand, he should consider the client's interests as much as possible in the matter of
expense and not prepare statements or
other matter unnecessarily. The principles
of ethics thus applied to the preparation
of reports should be observed also in the
preliminary work. For this and other reasons, the composition of the report as to
statements and statistical data should be
determined with reasonable definiteness
before the work of the audit has proceeded
far. The following are cited as examples
of items in the verification of which the
procedure in certain respects may depend
upon whether or not full detail is to be
shown in the report:
Accounts Receivable and Payable—
If details are not to be shown (and
the accounts are not to be confirmed), the client's trial balances
may be checked, thus obviating the
necessity for preparing complete
schedules.
Securities Owned, Notes Receivable,
etc.—If the details of these and
similar accounts are not to be ineluded in the report, the accountant
can frequently obtain copies of the
client's schedules, which, although
not usually in the form acceptable
for use in our reports may be util-
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Changes in Property Accounts, etc.—
In the verification of accounts of
this nature, if details are not to be
shown in the report, small items
may usually be assumed to be correct without investigation and the
larger ones need not be so specifically described in the working
papers.
The question as to what shall be included
in a report, in the form of statements or
text matter, obviously involves consideration of the purpose for which the report
is to be used; for example, a prospective
lender, although not interested in certain
details to the extent that the proprietor is,
may be more interested in certain others.
Due consideration should also be given to
the size of the business.
In the case of a fairly large manufacturing company, for example, of just what
should the report consist? In the absence
of unusual conditions or instructions it may
be assumed that the client will want a formal statement that an audit has been made,
perhaps a certificate to that effect, a Balance Sheet as of the end of the period, a
Statement of Income and Profit and Loss
for the period, and certain comments on the
constituent items of both of these exhibits.
If the accounts have been audited by us
for the preceding period the client will be
likely to appreciate having the Balance
Sheet and the Statement of Income and
Profit and Loss in comparative form. It is
not likely that schedules of inventories, accounts and notes receivable, unexpired insurance, etc., stockholders, and accounts
payable will be desired. A schedule of
notes payable may be rendered if the total
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is considerable, but as a rule the client is
interested only in the dates of their maturity, which may be summarized in the
comments.
In what order shall these parts of the
report be arranged? Probably the only occasion for uncertainty on this subject is
where to put the comments. The statements are regarded as the most important
part of the greater proportion of our reports, the text matter being explanatory
thereof and subsidiary thereto. Therefore,
the ideal arrangement would seem to be
that of having the statements themselves
contain the explanatory comments and having another section for general comments.
However, this is nearly always impracticable. The customary, and perhaps in general the most satisfactory, arrangement is
to have the comments precede the statements.
If a formal certificate is to be rendered,
which is usually done only upon request,
it may be appended to the Balance Sheet
or be made a separate section of the report.
In the latter case it is. usually more specific
as to the work done than in the former.
If a formal certificate is to be rendered,
on a separate sheet, and it is not our first
examination of the business, it is thought
that the following arrangement is suited
to the average report on an audit of a manufacturing or mercantile company:
1. Presentation, addressed to the client
(or to whom he may direct), and signed by
us; setting forth that, pursuant to engagement, an audit of the books and accounts
of the Company for a specified period has
been made and that there are submitted
therewith a certificate, a certain number of
pages of comments, and the statements,
quoting their titles.
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(SIMPLE FORM OF PRESENTATION)

January 15, 1919.
A. & B. Company,
New York.
Dear Sirs:
Pursuant to engagement, we have made
an audit of your books and accounts for
the year ended December 31, 1918, and
submit herewith our certificate, four pages
of comments, and the following described
exhibits:
Exhibit
"A"—General Balance Sheet, December 31, 1918 and
1917, and comparison.
"B"—-Statement of Income and
Profit and Loss for the
years ended December
31, 1918 and 1917, and
comparison.
Yours truly,
* * * * * *
If very little text (comment) is to be
rendered, it may be embodied in the presentation, between the description of the statements and the signature. In fact, there
are cases when it is especially desired to
have comments over our signature.
2. Certificate. When rendered separately in this way, a certificate is sometimes addressed as in the presentation;
usually, however, whether rendered separately or appended to the Balance Sheet,
it is not so addressed but bears the caption
"Certificate of Audit."
(Form of Separate Certificate, with Particular Reference to the Verification
of Certain Assets.)
A . & B.

COMPANY

CERTIFICATE O F AUDIT

We have audited the books and accounts
of the A. & B. Company for the year ended
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December 31, 1918, including confirmation
of accounts representing cash and securities
either by physical examination of such assets or by obtaining certifications of depositaries and trustees as to their custody, and
We hereby certify that, in our opinion,
the accompanying General Balance Sheet
as of December 31, 1918, and Statement
of Income and Profit & Loss for the year
ended that date are correct.
New York,
January 15,

1919.
* * * * * *
(Form of Certificate Appended to Balance
Sheet)
CERTIFICATE OF AUDIT

We have audited the books and accounts
of the A. & B. Company for the year ended
December 31, 1918, and, subject to the
accuracy of the merchandise inventory,
which was verified by us only as to prices
and computations,
We hereby certify that, in our opinion,
the above General Balance Sheet is correct.
New York,
January 15, 1919,
(To be continued)
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The Preparation of Audit Reports

(Concluded)

feature of the Balance Sheet apply also to
this statement.
If it is desired to show in the report the
details of balance sheet items which are too
numerous to be included in the comments,
3. Comments—Thefirstpage should such statements should be designated as
Schedules of Exhibit "A"—for example:
be headed somewhat as follows:
Notes Receivable—Schedule#1.
B L A N K COMPANY
Accounts Receivable—Schedule#2.

IT is essential that any material qualifications be included in a formal certificate, as the client would be justified in
publishing it without the accompanying
comments.

COMMENTS

FOR T H E Y E A R

ONTHE

AUDIT

ENDED DECEMBER

31,

1918
4. Exhibit "A"—General Balance
Sheet, December 31, 1918 and 1917, and
Comparison.

Reference should be made to the Schedules on the Exhibit, thus:
Notes Receivable — Schedule # 1,
$10,000.00.

Similarly, if it is desired to show in separate statements the details of certain expenses, of the sales, cost, etc., by departments, or of other items shown in
the statement of Income and Profit &
Loss, such statements should be designated
as Schedules of Exhibit "B" and references
made thereto. It seems appropriate in
cases where the Income and Profit & Loss
items are considerably condensed in Exhibit
"B" to change the title from "StateGENERAL BALANCE SHEET, DECEMBER
ment
of Income and Profit & Loss" to
31, 1918,
A N D COMPARISON WITH
"Summary
of Income and Profit & Loss."
D E C E M B E R 31,
1917.
In stating the operations of a department
As a further variation, the comparison
store,
for example, the sales, cost, gross
may be shown in two columns, whether or
profit,
selling expenses, and selling profit
not there is a column for the amounts at
may
be
shown by departments in a schedthe earlier date.
ule, only the final figure being carried to
5. Exhibit "B"—Statement of In- the Summary of Income and Profit & Loss,
come and Profit & Loss for the years Exhibit "B", thus:
ended December 31, 1918 and 1917, and
Selling Profit—Schedule # 1, $100,Comparison.
000.00.
The remarks relating to the comparative

It is considered preferable to put the
designation, Exhibit "A," at the bottom of
the sheet.
Although this form of comparative Balance Sheet is perhaps most widely favored,
having only one column for the comparison
—increases in black and decreases in red—
there is another form in general use, described as follows:
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Such a schedule might properly be enConsideration should be given, if postitled "Department Operations."
sible, to the characteristics of the person
If it is desired to render a statement primarily interested in the report, in reshowing further details of an item of a spect of what, if any, particular features
schedule, it may be designated as a State- of the financial condition or operations of
ment. For example, Exhibit "A" may show the business should receive special attenan item Plant Property; Schedule # 1 tion.
may show Buildings and Machinery as two
Although it is not expected that the comof the constituent accounts; and Statements ments shall be masterpieces of English,
# 1 and # 2 may show the details compris- the manner of expression is extremely iming the balances of these accounts. The des- portant. Good ideas are valueless unless
ignation of the latter would be shown at they are conveyed intelligibly; and it should
the bottom thus:
be our aim to present them attractively.
For this reason, we should avoid the stereE X H I B I T "A"
otyped,
in both substance and form. HowS C H E D U L E # 1.
ever,
in
many cases use should be made of
S T A T E M E N T # 2.
expressions which have been evolved from
In exceptional cases, graphic charts may long experience. For example, it is not
be found more expressive than parallel col- considered necessary to change such exumns of figures for the presentation of sta- pressions as "the cash on deposit was veritistical data such as .comparisons of sales, fied by certifications obtained from the deprofits, inventories, classes of revenue, etc. positaries," as it is thought that no variaThese charts are also well adapted to the tion is an improvement and that time deexposition of the plan of a business organ- voted to experimentation along such lines
ization or the relation of affiliated compa- can be otherwise employed to better adnies.
vantage. It is believed that the exercise of
In what order should comments be ar- originality in a broad sense is not incomranged? Since most comments relate to the patible with the observance of reasonable
items of the statements, usually explaining uniformity and due regard for established
their composition, changes therein during practices.
It is often desirable to summarize exthe audit period, or the extent or method of
verification, it seems logical to arrange the hibits in the comments, in order to bring
comments in the order of the appearance out the salient features. Also, small tabin the statements of the items commented ulations may usually be to good effect emon, Exhibit "A" taking precedence over bodied in the comments instead of being
Exhibit "B," etc. Remarks of a general presented as separate exhibits or schedules.
nature may then conclude the comments, In special examinations, where certain defiunless they are introductory, as would be nite information is sought, it is usually well
an explanation of the organization of the to state our conclusions, at least in sumCompany, in which case they should be marized form, in the comments or presentaplaced at the beginning of the comments.
tion.
Comments should be confined to essenThe use of captions is an important featials, the determination of which, in view ture of the preparation of text matter in a
of the fact that importance is relative report. Some system must be adopted
rather than absolute, demands the exercise whereby the reader may be able to differof good judgment. A multiplicity of per- entiate between principal and subsidiary
functory comments may obscure points captions. T o illustrate this point, assume
which it is especially desired to bring to the that one of the items in the Balance Sheet
attention of the client.
under the heading "Current Assets" is "Ac-
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The following illustrates the two arcounts Receivable," under which are shown
rangements
of subsidiary captions sug"Customers" and "Officers," and it is degested
in
the
foregoing:
sired to comment on the group of items.
Three ways are suggested, namely:
C U R R E N T ASSETS
1 . Make "Current Assets" a center
caption, without subsidiary captions. This
may suffice if few comments on the constituent items are to be made.

A C C O U N T S RECEIVABLE—$100,000.00.

2. In addition to the center caption,
make "Accounts Receivable" a side caption. This will usually suffice, unless extensive comments on the subsidiary items
are to be made.

ACCOUNTS

CURRENT
ACCOUNTS

ASSETS

RECEIVABLE—

Customers—

$80,000.00.
RECEIVABLE—Officers—$20,-

000.00.

If a report is to be rendered in which
there are no statements, but voluminous
narrative matter, the whole report should
3. In addition to the center caption, be made in the form of a letter, signed at
make side captions for "Accounts Receiv- the end.
In the somewhat exceptional cases where
able—Customers" and "Accounts Receivit
is desired to render statements only,
able—Officers."
without signature, a face-page or front
It is usually desirable, when commenting cover should be made, showing the name
on balance sheet items, to include the of the Company, description of the statements rendered, and the date.
amounts of the items in the captions.

